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DEPARTMENT OF JUSTICE, 
Orrice OF THE Deputy ATTORNEY GENERAL, 
Washington, August 31, 1951. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

My Dear Mr. Cuarrman: This is in response to your request for 
the views of the Department of Justice concerning the bill (S. 241) 
to amend the Merchant Marine Act, 1936, as amended, to further 
promote the development and maintenance of the American merchant 
marine, and for other purposes. 

The bill is principally concerned with proposed amendments of 
title V of the Merchant Marine Act of 1936, as amended (46 U.S. C. 
1151-1161), relating to construction-differential subsidies in the con- 
struction or acquisition of merchant vessels, and title VI (46 U.S. C. 
1171-1182), relating to operating-differential subsidies in the opera- 
tion of such vessels. 

The proposed amendments contain a number of provisions dealing 
with matters of Federal taxation. The provisions of the bill amending 
section 511 and adding a new section 512 to the act relate to the 
recognition, computation, and taxation of income and gains in the case 
of corporations operating under the construction-differential subsidy 
provisions of title V. The proposed amendments of sections 606 and 
607 of the act would provide for liberalization of the provisions relating 
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to additions to the capital reserve fund in the case of a vessel operating 
under the operating-differential subsidy provisions of title VI by 
permitting accelerated depreciation payments into-such reserve funds* 
and providing for their proper treatment for Federal income tax 
purposes. 

Whether the bill should be enacted involves a question of legislative 
policy concerning which this Department prefers not to make any 
recommendation. 

It is assumed that the committee has sought the views of the 
Treasury Department and the Maritime Commission concerning the 
proposal. 

The Director of the Bureau of the Budget has advised that. there 
is no objection to the submission of this repart. 

Yours sincerely, 
Peyton Forp, 
Deputy Attorney General. 





ComprrRoLLeR GENERAL OF THE UNITED StarTss, 
Washington, September 18, 1951. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

My Dear Mr. CuarrMan: Reference is made to your letter of 
August 28, 1951, acknowledged by telephone on August 30, forwarding 
for such suggestions as this Office may deem proper touching its 
merits and propriety of its passage, a copy of S. 241, Eighty-second 
Congress, entitled ‘An act to amend the Merchant Marine Act, 1936, 
as amended, to further promote the development and maintenance of 
the American merchant marine, and for other purposes.”’ 

The bill here under consideration is substantially similar to H. R. 
4729, Kighty-second Congress, which was the subject of a report 
furnished at your request under date of July 23, 1951 (see appendix A), 
the differences having been brought about through the adoption by 
the Senate of an amendment in the nature of a substitute to S. 241 
which, prior to the amendment, was identical with H. R. 4729. The 
amendment conformed the bill to certain administrative recommenda- 
tions. Certain other administrative recommendations were not fol- 
lowed. Among these was a recommendation that the enactment of 
those sections of the bill (sees. 1, 2, and 4) which extended the construc- 
tion-differential subsidy provisions of the Merchant Marine Act, 1936, 
as amended, to all vessels to be operated in the foreign commerce of 
the United States without regard to existing requirements as to es- 
sentiality of service, route, or line on which the vessel is operated, be 
deferred until international and national economic situations become 
more stable. In this connection, this Office repeatedly has recom- 
mended that the enactment of legislation of this type should be pre- 
ceded by a thorough consideration of (1) the present financial condi- 
tion of the ship operators, both subsidized and unsubsidized, and (2) 
the present need for liberalizing the provisions of the Merchant 
Marine Act, 1936, as amended (see report of July 23, 1951, above 
referred to). On February 1, 1951, in a letter to the chairman, Com- 
mittee on Interstate and Foreign Commerce, United States Senate, it 
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was pointed out that in the light of the ship construction authorized 
in Public Law 911, Eighty-first Congress, and the changed world 
conditions since the commencement of the Korean incident, it ap- 
peared that the enactment of further long-range incentives to ship 
construction might be deferred pending such study. 

While there has been removed from S. 241, Eighty-second Congress 
as now constituted, some of the features which this Office deemed 
objectionable or as meriting further study in its reports to your 
committee and to the Senate committee on H. R. 4729 and 5S. 241, 
certain features remain, the necessity for or propriety of which it is 
felt merit most serious consideration. 

No further comments are made with respect to sections 1, 2, and 4 
of S. 241 other than to indicate agreement with the position of the 
administrative office that the enactment of these sections well might 
await a time when incentives to construction are more necessary and 
again to point out that while subsidy aid in reconstructing and recon- 
ditioning old vessels under 501 (c) of the Merchant Marine Act, 1936, 
as amended, is to be granted only in exceptional cases, no criteria for 
use in determming what constitutes exceptional cases is contained in 
the present law or in the proposed amendment. 

Sections 3 and 6 of S. 241, as now constituted, are somewhat changed 
from the similar sections of H. R. 4729. None of the changes appear 
objectionable except the provision that nonrecourse loans shall be 
available on passenger vessels delivered subsequent to March 8, 1946 
(the date of enactment of the Merchant Ship Sales Act of 1946). In 
H. R. 4729, and in S. 241 prior toamendment, the provisions were to 
be applicable to passenger vessels delivered subsequent to enactment 
thereof. In that connection, this Office had recommended that, if 
the purpose of the proposed legislation was, as stated, to encourage 
new construction and not to offer additional benefits to prior pur- 
chasers, the language be changed to provide that the provisions be 
applicable to passenger vessels converted, restored, or constructed 
under contracts executed subsequent to enactment of the amendatory 
legislation. This recommendation is repeated and attention is invited 
to the fact that, as now constitute ‘d, the section could limit. the liability 
of prior purchasers already committed under contracts such as those 
covering the steamship America, purchased by, and the superliner 
United States being constructed for, the United States Lines Co., and 
the passenger liners Constitution and Independence constructed for 
American Export Lines, Inc. 

No recommendation with respect to the sections having to do with 
the trade-in of obsolete vessels (sees. 5, 7, and 8) is made other than 
that contained in the report of July 23, and in the analysis forwarded 
therewith. 

As in H. R. 4729, sections 9 through 16 of S. 241 have as their pri- 
mary objective the extension to nonsubsidized operators of Federal 
tax deferment privileges with respect to earnings placed in construc- 
tion reserve funds and subsequently used for the purchase of vessels. 
As presently constituted, the sections have been modified (1) to pro- 
vide that tax deferments with respect to earnings and receipts be 
limited to normal tax and surtax, (2) to extend the time for the ob- 
ligation of funds under 511 (h) of the Merchant Marine Act, 1936, 
as amended, (3) to delete the provision that funds withdrawn for 
liquidation of purchase money indebtedness must be replaced out of 
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depreciation and amortization, and (4) to delete the requirement that 
three members of the Commission must agree in order to authorize use 
of funds to reconstruct, recondition, or modernize vessels for exclusive 
use on the Great Lakes, including the St. Lawrence River and Gulf, 
As was pointed out in the analysis accompanying the report of July 
23, 1951, it is difficult to see how a provision for the payment from 
reserve funds of purchase money indebiednesses on vessels eee 
purchased such as is contemplated by those sections could accomplis 
the avowed purpose of encouraging vessel construction. 

It is assumed that the technical details of the tax deferment pro- 
visions of this bill have been or will be scrutinized closely by per- 
sonnel of the Bureau of Internal Revenue. However, there are some 
provisions in these and related sections having to do with tax matters 
which it is deemed advisable to call to the attention of your com- 
mittee. While the apparent purpose of the amendments included in 
sections 9 through 16 of the bill is to require the operators to pay 
excess profits taxes currently but to defer the payment of normal and 
surtax, the language of that part of section 11 containing the pro- 
posed new subsection 511 (d) (B) (lines 6 through 13, p. 11) appears 
poorly designed for this purpose, in that it would give an operator 
who pays excess profits taxes currently a partial basis for normal 
and surtaxes, even though he had not previously paid any normal 
or surtax on the income which had been invested in vessels and, con- 
versely, would not permit full credit for excess profit taxes previously 
paid. This situation obtains because of the provision that the tax 
basis of property purchased from such income shall give recognition 
to the excess profits tax previously paid in such proportion as the 
excess profit tax paid bears to the total tax (including normal and 
surtax) which normally would have been paid on the income earned. 
This could be avoided by substituting for the language now in the 
bill the following: | 


(B) Amounts treated as “partially tax deferred’’ under section (¢)— 

(i) Shall not be recognized for purposes of the normal and surtax on corporations 
in the determination of the tax basis of any property acquired, constructed, or 
reconstructed therewith; and if “partially tax deferred’? amounts are used to 
reduce indebtedness, proper adjustment shall be made in the basis of the property 
subject to the indebtedness. 

(ii) Shall be recognized for purposes of the excess profits tax on corporations 
in the determination of equity capital or total assets; and if ‘‘partially tax deferred”’ 
amounts are used to acquire, construct, or reconstruct property, depreciation or 
other applicable amortization shall be allowed thereon for purposes of calculating 
the excess profits tax net income of any taxable year; and— 


Also, that part of section 21 granting similar tax deferment benefits 
to subsidized operators by amending the provisions of subsection 


607 (h) (5) (line 20, p. 21, through line 5, p. 22) should be changed to 
read as follows: 


‘ 


(5) Amounts treated as ‘‘partially tax deferred’’ under paragraph (4)— 

(A) Shall not be recognized for purposes of the normal and surtax on corpora- 
tions in the determination of the tax basis of any property acquired, constructed, or 
reconstructed therewith; and if “partially tax deferred’? amounts are used to 
reduce indebtedness, proper adjustment shall be made in the basis of the property 
subject to the indebtedness. 

(B) Shall be recognized for purposes of the excess profits tax on corporations 
in the determination of equity capital or total assets; and if ‘‘partially tax deferred” 
amounts are used to acquire, construct, or reconstruct property, depreciation or 
other applicable amortization shall be allowed thereon for purposes of calculating 
the excess profits tax net income of any taxable year. 
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Attention is invited to an inconsistency between the language 
appearing in sections 11 and 21 (lines 16—22, p. 10, and line 20, p. 21, 
through = 5, p. 22). In the former section the benefits of tax defer- 
ment are made applicable in connection with new vessels constructed, 
reconstructed, reconditioned, or acquired by the taxpayer, while in 
the latter section they are made applicable in connection with property 
acquired, constructed, or rec@nstructed. If it is deemed desirable to 
extend to unsubsidized operators the right to recondition vesséls from 
tax deferred income, some definition of the term ‘“reconditioned”’ 
would appear desirable and there appears to be no reason why similar 
privileges should not be afforded to subsidized operators. 

In addition to the specific suggestions set forth above, it is desired 
to point out here that this Office repeatedly has recommended against 
the use of disguised subsidies in the form of tax benefits, and it is again 
strongly urged that consideration be given to their elimination, to be 
replaced, if need be, with equivalent aid in the form of direct subsidy 
payments—to the end that the Congress and the people may be able 
to determine accurately the cost of the subsidy program. 

The sections of H. R. 4729 having to do with accelerated deprecia- 
tion have been deleted from S. 241 as now constituted. 

No comments other than those with respect to section 21, set forth 
above and those in the report and analysis of July 23, 1951, appear 
to be required with respect to the proposed amendments to title VI 
of the Merchant Marine Act, as amended (secs. 18, 19, and 20 of 
H. R. 4729, sees. 17, 18, and 19 of S. 241, as now constituted). A new 
section 20 provides that if voluntary deposits of earnings result in 
an overpayment of Federal income tax, interest thereon will not be 
allowed until approval of the deposit by the Commission, and that 
interest on deficiencies shall not accrue until disapproval by the 
Commission of a deposit. 

The sections of the proposed legislation having to do with salary 
limitations of subsidized operators, and with conformity of the act 
to Reorganization Plan No. 21 of 1950, require no comment here. 

In conclusion, while I do not recommend against the enactment of 
proper amendments to the Merchant Marine Act, 1936, as amended, 
I again strongly urge that this bill be given further study in the light 
of the comments and recommendations in this and previous reports 
from the General Accounting Office, 

Sincerely yours, 


Linpsay WARREN, 
Comptroller General of the United States. 





EXeEcuTIvVE OFFICE OF THE PRESIDENT, 
BureEAU OF THE BupGet, 
Washington 25, D. C., September 28, 1951. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. Hart: This letter presents the comments of the 
Bureau of the Budget on S. 241, a bill to amend the Merchant Marine 
Act, 1936, as amended, to further promote the development and 
maintenance of the American merchant marine, and for other purposes. 
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This bill has been passed by the Senate, and is now pending before 
your committee. 

The views of the President with respect to this legislation were 
transmitted by this Bureau to the Department of Commerce, and in 
turn were communicated by that Department to the Senate Committee 
on Interstate and Foreign Commerce in a letter of July 25, 1951. T 
understand that a similar letter was “sent to your committee on 
August 10, 1951, with respect to H. R. 4729, the companion bill to 
S. 241. Since S. 241 as passed by the Senate differs in several impor- 
tant respects from the President’s recommendations, this Bureau 
wishes to take this opportunity to restate and clarify the President’s 
position on this subject. 

Under existing legislation, the Federal Government already pro- 
vides substantial assistance to the shipping industry in a variety of 
forms. It provides construction and operating subsidies, liberal tax 
concessions, long-term mortgage loans at low interest rates, preferen- 
tial treatment in connection with the movement of ECA and other 
emergency cargoes, and various other forms of assistance. In addi- 
tion to these continuing measures, the Government has recently under- 
taken special programs, expressly designed to meet emergency needs 
for additional shipping eapacity. In particular, the Government. is 
constructing 35 modern, high-speed cargo vessels, incorporating de- 
sign features important for defense requirements. It is also oper- 
ating, through the National Shipping Authority, a large number of 
merchant ships needed to supplement normal shipping capacity in 
the present emergency. 

241, which has been popularly designated the ‘long-range ship- 
ping bill,’’ proposes to broaden in a number of ways the Government 
aid now provided to the shipping industry. Among other things, it 
would 

1. Extend construction subsidy eligibility to vessels which are 
not operated on essential trade routes; 
Broaden substantially the tax benefits of nonsubsidized 
operators ; 
3. Limit the mortgage liability of purchasers of new passenger 
vessels ; 
4. Reduce the age at which vessels can be traded in to the 

Government under section 510 of the Merchant Marine Act. 

Taken together, these various proposals would represent a major 
expansion of the substantial subsidy aid already being given to this 
industry. While a number of the provisions of S. 241 appear sound, 
the President is opposed to the first two of the proposals listed above, 
for reasons which are indicated in detail in this letter. Furthermore, 
the President feels that there is a clear justification for restricting the 
unduly liberal tax benefits which are now available to the shipping 
industry. He feels that any legislation providing long-range modifi- 
cations of the Merchant Marine Act should include an adequate adjust- 
ment of these present tax provisions. 

The Commerce Department letter of July 25, 1951, and this 
Bureau’s letter of July 23, 1951, which was transmitted therewith, 
indicated the amendments to 8. 241 which would be necessary in order 
to bring this legislation into accord with the program of the President. 
The principal issues on which 8. 241 (as passed by the Senate) differs 
from the President’s recommendations are indicated below: 
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Extension of construction subsidy to vessels not operated on essential 
trade routes —The Department of Commerce recommended that the 
provisions relating to this proposal be deleted from the bill. The 
Department pointed out that: 

Under present circumstances of mobilization and the material controls incident 
thereto, it appears highly improbable that any construction would develop out 
of this section in the near future. 

However, S. 241 as passed by the Senate retains the sections in question 
(sees. 1, 2, eral 4). 

The extension of construction subsidy to vessels on other than 

essential trade routes would alter drastically the basic philosophy 
of the Merchant Marine Act. Under that act, Government subsidy 
assistance is provided only on routes which are found to be essen- 
tial to the Nation’s defense and commerce. In exchange for such 
assistance, the subsidized operators undertake certain obligations 
regarding» the maintenance of adequate service, and the orderly 
replacement of their vessels. This present concept treats Federal 
subsidy, not as an inherent right of the shipping industry as a whole, 
but rather as a form of spec cial assistanc e, spec ifically designed to 
assure the maintenance of essential shipping services. 
S. 241 would depart from this fundamental concept. It would 
remove the present standard of essentiality of the service, and would 
authorize construction subsidy for any operator in the foreign trade. 
Operators who have been unable to satisfy the existing standard of 
essentiality, as well as those who have been unwilling to assume the 
obligations of subsidized operations, would become eligible for cen- 
struction subsidy under this bill. This proposed broadening of the 
subsidy base for the maritime industry would potentially involve the 
Government in considerable additional expenditures, without any 
assurance that the resulting program would be closely related to the 
essential, long-term maritime needs of this country. 

The President feels that the justification for this proposed departure 
from the present philosophy of the Merchant Marine Act has not 
been adequately established, especially in view of the Commerce 
Department opinion that this proposal would not result in additional 
vessel construction during the present emergency. It is strongly 
recommended that sections 1, 2, and 4 of S. 241 be deleted, as previ- 
ously recommended by the Department of Commerce. 

2. Tax benefits for subsidized operators.—On the basis of a detailed 
study by the Treasury Department of tax benefits under the Merchant 
Marine Act, and the comments thereon by the Department of Com- 
merce, the President has recommended that the Congress take im- 
mediate action to curtail the scope of these tax benefits. As indi- 
cated in his letter of July 31, 1951, transmitting the Treasury study 
to the Congress, the President agrees with the basic conclusion of 
that study that tax benefits do not represent the most suitable means 
for assisting the merchant marine. They are in effect a hidden form 
of subsidy, which cannot readily be controlled in relation to the 
changing needs of the shipping industry. In fact, the benefits from 
these tax concessions are greatest in prosperous periods when aid is 
least required, and they are also greatest for those companies whose 
profits make them least dependent upon Government aid. 

The President believes that such benefits should be eliminated as 
soon as possible, and replaced if necessary with more direct and open 
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forms of aid. While such a step is being studied by the interested 
executive agencies and the Congress, the President has recommended 
immediate action to reduce the size of the existing tax benefits to a 
more reasonable level. Detailed amendatory language designed to 
carry out this recommendation was transmitted, at the President’s 
request, in the Commerce Department letter of July 25. In particular, 
it was recommended that full tax benefits continue to apply only to 
required deposits of depreciation in the operators’ reserve funds, and 
to capital gains experienced in the disposition of vessels. It was 
further recommended that earnings deposited by the subsidized 
operators be given tax deferment on only the normal corporate tax, 
and that they be subjected to both the surtax and the excess profits 
tax. As passed by the Senate, section 21 of S. 241 subjects these 
earnings only to the excess profits tax. Since the bill does not subject 
these earnings to the corporate surtax, it provides only a limited 
correction of the present situation. 

The Treasury study demonstrates the very liberal benefits that 
have accrued to subsidized lines as a result of existing tax provisions. 
In their present form, the tax benefits under the Merchant Marine 
Act have been labeled a “tax deferment,’ and technically that is a 
correct designation. However, the Treasury study points out that 
this deferment is tantamount to tax exemption, so long as the operators 
retain their subsidy contracts. 

It is questionable whether any special incentive in the form of tax 
benefits should be necessary to encourage the building up of cash 
reserves for vessel replacement. As one of the obligations assumed 
in exchange for Government aid, the subsidized operators agree to 
undertake an orderly vessel replacement program. The accumulation 
of cash reserves needed for such replacement could reasonably be 
regarded as an inherent part of this obligation. 

However, quite apart from this basic policy question, the present 
tax benefits appear unnecessarily liberal, even as an incentive device. 
As pointed out in the letter of transmittal accompanying the Treasury 
study: 

These tax benefits are far in excess of the amounts envisaged by the Congress 
when it enacted this legislation in 1936. Their value has multiplied as a result 
of unexpected increases in the level of shipping profits and corporation tax rates. 

Thus, increases in tax rates (which could not reasonably have been 
foreseen in 1936) have converted a relatively limited benefit into one 
of major proportions. 

As an immediate adjustment, the President has recommended that 
the tax benefits on earnings of the subsidized lines be limited to the 
normal tax rate. At the present normal tax rate of 25 percent, this 
benefit would in itself represent a substantial degree of assistance to 
the shipping industry; it would of course be correspondingly greater 
with the increased normal tax likely to be enacted in pending tax 
legislation. Even if it is assumed that some form of tax benefit on 
earnings is appropriate as an incentive for the accumulation of vessel 
replacement funds, it seems clear that virtual exemption from the 
normal tax should provide more than enough incentive for this 
purpose. As pointed out by the President in his letter of July 31, 1951: 

These proposed adjustments in tax benefits would be a first step in the direction 


of eliminating hidden subsidies to the maritime industry, and one which can be 
taken without impairing the kind and degree of assistance needed under presently 


foreseeable conditions. I also believe that the proposed adjustments would be 
consistent with the scope of assistance which was contemplated when the tax 
provisions of the Merchant Marine Act were originally enacted. With these 
adjustments, the tax benefits would still provide ample incentives, particularly 
when taken together with other benefits under the Merchant Marine Act, to assure 
the sound promotion of the maritime industry as required for this Nation’s defense 


and commerce. 

In view of the above considerations, this Bureau urges that S. 241 
be amended so as to require the payment of corporate surtax, as well 
as excess profits tax, on earnings deposited in the subsidized operators’ 
reserve funds. 

3. Tax benefits for nonsubsidized lines —As indicated in the Com- 
merce Department !etter of July 25, the President has recommended 
that the limited tax benefits now available to nonsubsidized lines 
should not be broadened in amount. S. 241, however, would give the 
nonsubsidized lines major new benefits in the form of deferment of 
normal tax and surtax on earnings deposited in construction reserve 
funds. 

In view of his recommendations for the curtailment of existing 
maritime tax benefits, the President feels that it would be a serious 
step in the wrong direction to increase the benefits for the nonsub- 
sidized operators at this time. It should be kept in mind, in this 
connection, that the basic framework of Government assistance under 
the Merchant Marine Act is directed toward the support of operations 
on essential trade routes. It has been indicated that tax benefits 
are questionable even for subsidized operators, who assume definite 
obligations for the maintenance of service on these routes, and for 
the timely replacement of their vessels. Broadened tax benefits 
would certainly seem inappropriate for other operators, who are not 
required to assume any such obligations. Accordingly, this Bureau 
urges the deletion of those provisions of S. 241 w hich expand tax 
benefits for nonsubsidized companies. 

4. Other provisions.—In addition to the principal issues discussed 
above, it is noted that S. 241 in its present form differs in a number 
of detailed provisions from the suggested language submitted in the 
Commerce Department letter. To the extent that these detailed 
changes raise substantive issues, comments will be submitted in reports 
being prepared by the Department of the Treasury and the Depart- 
ment of Commerce. There is, however, one such change which this 
Bureau wishes to call particularly to the committee’s attention. 

Section 21 of the bill as passed by the Senate provides that the tax 
benefits on earnings of subsidized operators would apply to any 
operator “holding an operating-differential subsidy contract.’”? This 
would change the present language of the act, w hich extends these 
benefits only to operators ‘‘receiving an operating-differential sub- 
sidy.” The importance of this proposed change is indicated by the 
experience during World War IJ. During the war years, the normal 
services of the subsidized lines were of course disrupted, their vessels 
were taken over by the Government, and subsidy payments were 
suspended. While the subsidy contracts remained nominally in 
force, the subsidy program was in effect discontinued for the duration 
of the war. In a closing agreement concluded between the Bureau 
of Internal Revenue and the subsidized operators in 1947, it was agreed 
that earnings experienced during that period should not receive tax 
benefits under the Merchant Marine Act. 
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The proposed change in 5. 241 would apparently have the effect 
of continuing the tax benefits in full force during periods when normal 
subsidized operations are discontinued. In the opinion of this Bureau, 
the present policy of the act on this point is sound, and it is recom- 
mended that the above-quoted language of 8. 241 be amended to 
conform to that now contained in the act. 

For the various reasons indicated above, enactment of S. 241 in 
its present form would not be im accord with the program of the 
President. This Bureau therefore urges that the bill be amended 
in keeping with the suggestions contained in the Commerce Depart- 
ment letter of July 25, 1951. 

Sincerely yours, 
F. J. Lawton, Director. 


THe SECRETARY OF COMMERCE, 
Washington 26, D. C., October 26, 1951. 
Hon. Epwarp J. Harr, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CuarrMan: You have requested the views of the Depart- 
ment of Commerce with respect to S. 241, an act to amend the Mer- 
chant Marine Act, 1936, as amended, to further promote the develop- 
ment and maintenance of the American merchant marine, and for 
other purposes. 

On August 10, 1951 (see Appendix B), we submitted to you our 
comments on H. R. 4729, a House companion bill to S. 241 (prior to 
its adoption by the Senate), and included certain recommendations 
for amendments. The comments in this letter are pene to con- 
siderations of these sections and portions of the act, S. 241, as they 
differ from the suggestions contained in our report on i. R. 4729. 


I. CONSTRUCTION-DIFFERENTIAL SUBSIDY (SECS. 1, 2, AND 4) 


These sections remove the requirements of section 601 (a) and (c) 
of the Merchant Marine Act, 1936, as to the essentiality of the service 
or route in the foreign trade to be served by new vessels constructed 
with title V construction-differential subsidy aid. With respect to 
these sections, we previously reported that, under present circum- 
stances of mobilization and the material controls incident thereto, it 
appeared improbable that any contracts would develop out of these 
sections in the near future and accordingly recommend that considera- 
tion of these sections be deferred until the international and economic 
situations have become more stable. This Department still holds 
this view. 

Moreover, further consideration must be given to the general 
ae of what construction aid should be granted to maintain over 
the years a merchant marine of adequate size and of suitable types of 
hie to protect the economic and military interests of this country 
and to support its international commitments. The Merchant 
Marine Act, 1936, makes provisions, through construction aid and 
through the building up of capital reserve funds, for the replacement 
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of the fleets of subsidized operators, although these provisions involve 
administrative problems of the utmost complexity. The act makes 
no provisions for replacement of the vessels of nonsubsidized operators, 
except to provide for the tax deferred deposit in a construetion reserve 
fund for a limited term of proceeds of sales or of indemnities for the 
loss of ships. In view of the need for further study of these questions, 
and in view of the unlikelihood that any substantial volume of ship 
construction would result from this section during the present emer- 
gency, this Department recommends that consideration of the pro- 
posed extension of construction-differential subsidies be deferred 
without prejudice. 


II. CONSTRUCTION RESERVE FUNDS (SECS. 9 TO 16) 


These sections amend the construction reserve fund provisions 
(nonsubsidized operators) in section 511 of the 1936 act, 

Our previous report favored the amendments to section 511, 
adopted by the Senate, relating to use of these deposits for recon- 
struction and reconditioning of vessels and for the liquidation of 
vessel purchase money indebtedness (secs. 9 and 10). 

However, these sections (9 to 16), as adopted by the Senate, in 
addition provide for the tax deferment status of deposits of earnings 
from operation of vessels (not previously covered under sec. 511) in 
respect of normal tax and surtax but not of excess profifs tax. As 
communicated to you in our letter of August 10, 1951, the President 
opposes any such broadening of the tax benefits applicable to con- 
struction reserve funds. 


Ill. TAX TREATMENT OF RESERVE FUNDS OF SUBSIDIZED OPERATORS 


Section 21 of the bill as it passed the Senate includes provisions 
relating to tax deferment for deposits made into the capital reserve 
fund and the special reserve fund of subsidized operators under 
title VI to the 1936 act. This section would continue the present 
full tax deferment of these deposits which subsidized operators are 
required to make into the capital reserve fund arising from gains 
from the sale and loss of vessels, depreciation, and also earnings or 
gains on amounts of required deposits. It would, however, reduce 
the present tax deferment with respect to deposits of earnings made 
into the capital reserve fund or the special reserve fund, so that 
there would be tax deferment only as to the normal tax and surtax 
on corporations but not as to the excess profits tax. 

The above provisions depart from the President’s recommenda- 
tions as transmitted in our letter of August 10, 1951. While the 
President recommended full tax deferment on required deposits in 
the capital reserve fund, in respect of other deposits of subsidized 
operators he recommended deferment only as to the normal corporate 
tax. This proposal would make such deposits subject to the corporate 
surtaxes and excess-profits taxes. 

The Department of Commerce feels that the present tax benefits 
under the Merchant Marine Act should not now be completely 
repealed unless alternative forms of assistance as may be necessary 
are provided. This view is shared by the President as indicated in 








12 


his letter to the Congress of July 31,1951. In that letter the President 
states: 


However, if these benefits are to be completely eliminated careful consideration 
will have to be given to the possible effects of such action on our maritime indus- 
try and to the development of alternative forms of assistance that might be neces- 
sary to assure the maintenance of an adequate merchant fleet. 


The President further feels, however, that the level of the present 
maritime tax benefits is excessive. Specific statutory Janguage 
designed to carry out the President’s recommendations in this regard 
was transmitted to your committee in the Department’s letter of 
August 10, 1951. 

We are advised by the Bureau of the Budget that there is no objec- 
tion to the submission of this report and that enactment of S. 241 
in its present form would not be in accord with the program of the 
President. 

Sincerely yours, 
CHARLES SAWYER, 
Secretary of Commerce. 





Treasury DEPARTMENT, 
Washington, October 23, 1951. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. CuHarrMan: This is in reference to your letter of 
August 28, 1951, requesting the views and comments of this Depart- 
ment with respect to the provisions of S. 241 (82d Cong., 1st sess.) 
passed by the Senate August 21, 1951. The bill provides for amend- 
ment of the Merchant Marine Act, 1936, as amended. Reference is 
also made to your request of July 12, 1951, relating to H. R. 4729 
(82d Cong., Ist sess.) which is similar to S. 241 as originally introduced 
in the Senate. 

As passed by the Senate, 5. 241 provides special tax privileges for 
the nonsubsidized shipping companies, whether or not operating on 
an essential foreign route. In addition, the bill would continue the 
virtual exemption from the Federal normal tax and surtax which has 
been enjoyed by the subsidized lines since 1936. Earnings deposited 
by the subsidized operators in the special reserve fund would, however, 
be subjected to possible excess profits tax. The bill makes a number 
of other amendments, of a nontax nature, to the Merchant Marine 
Act, 1936, including an extension of construction differential subsidies 
to any vessel used in the foreign trade of the United States without 
regard to the existing requirement as to the essentiality of service, 
route, or line. The comments of this Department will be confined to 
the tax provisions of the bill. 

The role of taxation in the merchant-marine program has recently 
been given careful study in the executive department. At the 
request of the President, this department, in consultation with the 
Department of Commerce, undertook a detailed analysis of the effect 
of the tax provisions of the 1936 act. A report entitled “Scope and 
Effect of Tax Benefits Provided the Maritime Industry,” summarizing 
the facts developed in this study and evaluating the tax provisions was 
transmitted to the Congress by the President and referred to your 
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committee (printed as H. Doc. No. 213, 82d Cong., ist sess.). This 
report shows that because of increased ‘profits and ‘higher tax rates, 
the tax benefits realized by ship operators have greatly exceeded the 
amount contemplated in the original act. The report concludes that 
hidden tax subsidies of this character conflict with sound over-all 
tax policy and provide an inefficient, uneconomical, and inequitable 
method of supporting the mercbant marine. In forw arding the report, 
the President stated that he agreed in principle with the basic conclu- 
sion of the Treasury study and recommended that, pending considera- 
tion of the complete elimination of these tax provisions and as a first 
step in that direction, immediate action should be undertaken for 
curtailment of the maritime tax benefits. 

On July 25, 1951, the Secretary of Commerce, at the request of the 
President, forwarded, for the consideration of the Senate Committee 
on Interstate and Foreign Commerce, proposed amendments to 8S. 241 
which would limit the tax benefits of the subsidized operators under 
existing law and which would strike from the bill those provisions 
extending tax benefits to the nonsubsidized operators. Similar views 
were submitted to your committee in a letter dated August 10, 1951, 
with respect to H. R. 4729. Specifically, it was proposed that: 

(1) The tax benefits of the subsidized operators with respect to 
earnings deposited in the reserve funds should be limited to the 
corporation normal tax. The operators would thus be required to 
pay the full surtax and any excess profits tax applicable to such 
earnings. Deposits of depreciation and gains in the capital reserve 
fund would not be subject to income or excess profits taxes. 

(2) No tax benefits should be allowed with respect to deposits of 
earnings in the construction reserve funds. Greater flexibility would 
be permitted, however, in the commitment and expenditure of the 
construction reserve funds. 

The Secretary of Commerce transmitted legislative language to 
accomplish these objectives. 

The bill passed by the Senate, however, deviates in several important 
respects from the recommendations submitted on behalf of the Presi- 
dent with respect to the tax treatment of subsidized and nonsubsidized 
operators. 


SUBSIDIZED OPERATORS 


Instead of restricting the tax benefits of the subsidized operators to 
the corporation normal tax (30 percent under the Revenue Act of 
1951), as the President suggested, the bill provides that such operators 
shall be exempt from beth the normal tax and the surtax as to all 
deposits in the special reserve fund. Thus, all earnings in excess of 
10 percent of capital necessarily employed in the busimess and any 
earnings which are voluntarily deposited in the special reserve fund 
would be exempt from the 52 percentage points of tax which, under 
the Revenue Act of 1951, is applicable generally to corporations. 
While the bill adopts the proposal that subsidized companies be sub- 
ject to the excess profits tax of 30 percent on any portion of their 
earnings constituting “excess profits,’ most of the companies enjoy 
substantial excess profits credits due to the volume of earnings in 
the base period or a large invested capital base and the impact of 
the excess profits tax would appear to be slight. 
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The tax benefits allowed subsidized operators under section 21 of 
the bill are, except for the excess profits tax, virtually identical with 
the exemption now available under section 607 (h) of the present law. 
This proyision, the Treasury study reveals, resulted in an estimated 
tax subsidy to these operators of $123.1 million for the 12 years ending 
December 31, 1949. These benefits were equivalent to almost 25 
percent of the profits of the subsidized companies and were 50 percent 
greater than the net operating differential subsidy received during 
these years. Unlike the operating subsidies which must be repaid 
to the Government out of profits, no portion of these tax savings has 
been recovered or is recoverable so long as subsidized operations 
continue. 

The Treasury study further demonstrates that the benefits of the 
exemption accrued to the larger, more successful companies which 
were least in need of assistance. More than 60 percent of the bene- 
fits resulting from the tax exemption, for example, went to the four 
largest companies. One of these companies increased its net worth 
more than 20 times. There is no evidence that the tax benefits were 
coordinated with a program for replacement of vessels or develop- 
ment of the fleet. 

While it has been said that section 21 of S. 241, like section 607 (h), 
provides merely for “deferment” of taxes, the collection of these 
taxes would be postponed indefinitely so long as the company con- 
tinued subsidized operations. This is due to the fact that the opera- 
tor is, in effect, through deposits in the capital reserve fund, allowed 
full depreciation without regard to the reduced tax basis of vessels. 
Only in the unlikely event that subsidized operations were terminated 
would the operator be limited to the tax basis of vessels in computing 
depreciation and thus lose any portion of his original tax benefits. 

It is the opinion of this Department that elimination of the exemp- 
tion of the subsidized operators with respect to corporation surtaxes 
should be undertaken at this time as a constructive step toward the 
eventual elimination of the tax subsidy. At present rates of tax the 
subsidized operators would still be left in a substantially more favor- 
able tax position than that contemplated when the 1936 act was 
passed. As indicated by the President, this curtailment of the present 
tax benefits is desirable pending further consideration of the effects 
of completely removing tax subsidization and the development of a 
program for direct assistance to the merchant marine, if found to 
be necessary or desirable. 

It should be noted that the amendments to the Merchant Marine 
Act contained in the bill are technically deficient in certain respects 
and might give rise to serious abuse. For example, section 21 of the 
bill would eliminate the requirement of existing law that the operator 
be ‘receiving’ operating-differential subsidy payments in order to 
qualify for the tax benefits. Deposits in the special reserve fund as 
well as the capital reserve fund would be exempt from tax if the 
operator were merely “holding” a subsidy contract even though no 
voyages pursuant to the contract were made during the year. During 
World War II when subsidy payments were suspended, subsidized 
operators deposited approximately $31,900,000 in the special reserve 
fund and claimed exemption from the wartime taxes on these amounts. 
In 1946 a subcommittee of your committee severely criticized the 
exemption of these deposits and action was taken to recover taxes on 
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these deposits. Under the proposed amendment of the Merchant 
Marine Act, however, the applicable safeguards contained in the 
present law would be removed. It may also be pointed out that the 
language relating to interest on deficiencies contained in the amend- 
ment of section 607 (g) is contrary to the sound administration of 
voluntary deposits. This provision would sanction the placing of 
voluntary deposits in the reserve funds prior to approval by the 
Maritime Commission. 

For the reasons indicated above, it is recommended that the bill 
be amended in accordance with the suggestions submitted on behalf 
of the President. Accordingly, section 21 of the bill, should be 
revised to conform with the amendment of section 607 (h) of the 
Merchant Marine Act transmitted by the Department of Commerce. 


NONSUBSIDIZED OPERATORS 


Contrary to the recommendation submitted by the Department of 
Commerce at the request of the President, the bill provides for broad- 
ening of the tax benefits available to the nonsubsidized operators 
with respect to the construction reserve funds. Under the bil, ship- 
owners would be permitted to deposit in the construction reserve 
fund, tax-free (except as to possible excess profits tax), any or all of 
their current earnings. The time required for commitment of the 
funds would be extended from 2 to 3 years, with an additional 2-year 
extension possible. The funds would be available for the payment 
of indebtedness on vessels, and the reconditioning as well as acquisi- 
tion of vessels. The basis of vessels on which the funds are ex- 
pended would be reduced to the extent that the funds were not sub- 
jected to tax. 

At the present time, the tax benefit allowed with respect to section 
511 is applicable only to capital gains and merely permits the op- 
erator to invest the entire proceeds on the disposition of one vessel 
in the acquisition of another. Earnings deposited in the funds are 
subject to regular corporate taxes. The existing provision operates 
merely as a deferment of tax since the earnings of the operator are 
computed with a lower depreciation allowance. The proposed 
amendment, however, would substantially change the character of 
section 511 deposits. It would not only permit the elimination of 
normal tax and surtax on current earnings from the operation of 
vessels, but would permit the indefinite postponement of tax through 
continued redeposits of earnings. 

While the Senate eliminated from the bill the provisions relating 
to accelerated amortization, the proposed amendment of section 511 
would permit virtually unlimited amortization at the election of the 
taxpayer. Whereas under the accelerated amortization provision the 
taxpayer would be limited to a deduction of 10 percent of the cost of 
a vessel in a single year, the present bill would allow the operator 
to deposit 20, 50, or as much as 100 percent of the cost of a vessel 
in the fund in a single year. In fact, the cost of the vessel could be 
fully deducted for tax purposes before it had been acquired or even 
plans prepared for its construction. The proposed amendment of 
section 511 is subject therefore to the same objection as the accelerated 
amortization provisions which have been stricken from the bill. 
Such provisions allow the taxpayer to write off capital investment in 
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a manner which bears no reasonable relation to the useful life of the 
article, and violate fundamental income tax concepts which limit the 
allowance for capital goods to the annual rate of depreciation. They 
also permit the shifting of taxes from years of high emergency rates 
to years of lower rates. 

Although proposals for accelerated amortization have frequently 
been made on behalf of several industries, the Congress has refused 
to permit such amortization except under the limitations contained in 
section 124A. The amortization of emergency facilities allowed under 
section 124A is available to the merchant marine as to any other indus- 
try which meets the specified requirements. However, to provide 
elective amortization for the merchant marine, as the bill proposes, 
without the safeguards and requirements of section 124A, discriminates 
against other segments of industry. The provisions of the bill would 
virtually exempt the nonsubsidized operators from income tax until 
the limits of capital investment had been met and all mortgage indebt- 
edness retired. This privilege would extend not only to ships in 
foreign commerce but also to contract carriers on the Great Lakes, oil 
tankers, and carriers of commodities, such as iron ore, whose opera- 
tions are integrated with large industrial concerns. 

It has been said that these tax provisions are necessary in order to 
promote replacement of the merchant fleet and to offset the tax 
advantages of foreign operators. It would not appear, however, that 
the proposed tax advantages have been shown to be a necessary or 
desirable means of maintaining the merchant fleet. While the shipping 
industry faces the problem of bigh replacement costs, this is a problem 
which is shared by other lines of business and which is ordinarily 
met by reinvestment of profits. Recent data as to profits of the non- 
subsidized lines for the years 1936-48 show a rate of return on capital 
of 17.4 percent (before taxes) which compares favorably with the rate 
of 18.6 percent for manufacturing industries. In addition to the 
internally generated profits, the nonsubsidized shipping lines receive 
numerous forms of indirect Government assistance such as favorable 
loans (75 percent of the cost of a vessel may be financed at 3% percent 
interest, repayable over a period of 20 years), Government-financed. 
shipments, and the purchase of Government-constructed vessels. 
If these provisions are inadequate for the maintenance of the fleet, 
it would appear that direct aid would be preferable to a cone ealed 
subsidy through the tax system. 

It has also been said that the tax provisions of certain foreign 
countries allow more favorable tax treatment than that accorded 
American shipowners. In evaluating foreign tax treatment, however, 
consideration should be given to the total tax burden in the foreign 
country and not merely to individual tax provisions. The benefits of 
a particular provision may be more than offset by other taxes, such as 
capital levies or tonnage charges, imposed in the foreign country. It 
should also be noted that such tax provisions are ordinarily of general 
application in the foreign country and do not represent preferential 
treatment for the merchant marine as would the provisions of 5S. 241. 
More important, however, it would not appear desirable or practical to 
pattern taxation of the merchant marine upon provisions adopted in 


foreign countries having different tax systems and different revenue 
requirements. 


Se freee ene nn 
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The further contention has been made that liberalization of section 
511 for the benefit of nonsubsidized operators should be adopted in 
view of the special treatment accorded subsidized operators under sec- 
tion 607 (h). The relatively greater financial burden imposed on the 
subsidized lines under contracts requiring maintenance of regular 
service renders comparison of the respective positions of subsidized 
and nonsubsidized lines impractical. The recommendation of the 
President reducing the tax benefits of the subsidized operators would, 
however, tend toward equality of tax treatment. Eventually, elimi- 
nation of tax subsidies of the subsidized operators would place the 
subsidized operators on the same basis as nonsubsidized operators and 
as all other taxpayers. 

It is recommended by this Department that deposits of earnings in 
the construction reserve funds should not be exempt, in whole or part, 
with respect either to the corporation normal tax or surtax. Accord- 
ingly, the provisions of sections 10, 11, 12, and 15 of the bill, broaden- 
ing the tax benefits applicable to the construction reserve funds, should 
be deleted. 

The Director, Bureau of the Budget, has advised the Treasury De- 
partment that there is no objection to the presentation of this report. 

Very truly yours, 
JoHN W. SNYDER, 
Secretary of the Treasury. 


DEPARTMENT OF THE NAVY, 
Orrich OF THE JUDGE ADVOCATE reel 
Washington, D..C., Mareh 21, 1952 
Hon. Epwarp J. Hart, 
Chairman, Committee on: Merchant Marine and Fisheries, 
House oj Representatives, Washington 25, D.C. 

My Dear Mr. CuarrmMan: Your request for comment on the bill 
H. R. 4729, to amend the Merchant Marine Act, 1936, as amended, 
to further promote the development and maintenance of the American 
merchant marine, and for other purposes, has been assigned to this 
Department by the Secretary of Defense for the preparation of 
report thereon expressing the views of the Department of Defense. 
Inasmuch as S. 241, a companion bill to H. R. 4729, is now pending 
before your committee, the views expressed herein are considered to 
be applicable to that bill also. 

The purpose of H. R. 4729 is to amend various provisions of the 
Merchant Marine Act, 1936, as amended, in order to clarify, liberalize, 
and modernize the act to meet changed shipping conditions and to 
provide adequate profit incentives for ship operators and shipbuilders; 
to encourage construction of passenger ships and other needed types 
of vessels in order to provide a balanced United States merchant fleet 
serviceable as military auxiliaries for national defense purposes; to 
enable American ship owners to compete equally in foreign trade; and 
to aid in the reestablishment of domestic shipping. 

In time of peace the national economy requires an adequate ship- 
building industry, and in time of war or emergency there must be an 
adequate pool of merchant-type vessels immediately available for 
troop transport, cargo, and tanker service. Ship design and produc- 
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tion ability must be kept alive and active in time of peace in order 
that the shipbuilding industry may render proper service to the Nation 
in time of war. The Department of Defense favors legislation which 
would accomplish these objectives. 

With reference, however, to the particular legislation which is the 
subject of this report, the Department of the Navy has been informed 
by the Bureau of the Budget that the enactment of H. R. 4729 in its 
present form would not be in accord with the program of the President. 
In this connection, reference is made to the letter of the Director, 
Bureau of the Budget, to vour committee dated September 28, 1951, 
wherein the views of the President are set forth in greater detail. 

This report has been coordinated within the Department of Defense 
in accordance with the procedures prescribed by the Secretary of 
Defense. 

Sincerely yours, 
G. L. Russewt, 
Rear Admiral, United States Navy, 
Judge Advocate General of the Navy 
(For the Secretary of the Navy). 


Executive OFFIceE OF THE PRESIDENT, 
NATIONAL Security Resources Boarp, 
Washington 25, D. C., April 11, 1952. 
Hon. Epwarp J. Hart, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Harr: This is in reply to your request for suggestions 
concerning S. 241, a bill to amend the Merchant Marine Act, 1936, 
as amended, to further promote the development and maintenance of 
the American merchant marine, and for other purposes. 

We have examined this bill primarily from the point of view of its 
possible effect on national security. An adequate and modernized 
merchant marine is, of course, an important element in this security. 
Any measure which effectively increases our merchant shipping facil- 
ities, without disrupting the stability of the industry, is desirable 
from the point of view of security programs. With the following 
exceptions, the National Security Resources Board sees no objection 
to S. 241. 

It is suggested that action on those portions of the bills which 
extend eligibility for construction-differential subsidies to vessels other 
than those to be used on essential trade routes be deferred for the 
present time. It is probable that these provisions would have little 
effect on new ship construction under existing conditions. 

2. We suggest that the opinions of both the Department of Com- 
merce and the Department of the Treasury be given careful considera- 
tion with regard to adjustment in the tax provisions of both the 
Merchant Marine Act and S. 241. 

The Bureau of the Budget has advised us informally that it has no 
objections to the submission of the report. 

Thank you for the opportunity of submitting our comments on 
this measure. 

Sincerely, 
Epwarp T. Dickinson, Vice Chairman. 





APPENDIX A 


CoMPTROLLER GENERAL OF THE UNITED States, 
Washington, July 23, 1951. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

My Dear Mr. CuarrmMan: Reference is made to your letter of 
July 10, 1951, acknowledged by telephone on July 12, forwarding for 
such suggestions as this Office may deem proper touching its merits 
and the propriety of its passage, a copy of H. R. 4729, Eighty-second 
Congress, entitled “A bill to amend the Merchant Marine Act, 1936, 
as amended, to further promote the development and maintenance of 
the American merchant marine, and for other purposes.” 

H. R. 4729, Eighty-second Congress, is identical with S. 241, Eighty- 
second Congress. In a letter dated February 1, 1951, to the chair- 
man, Committee on Interstate and Foreign Commerce, United States 
Senate, in reference to that bill, it was pointed out that the purpose 
of the proposed legislation is to amend title V—‘‘Construction-dif- 
ferential subsidy’’—of the Merchant Marine Act, 1936, as amended, 
and to make certain incidental changes in title VI—‘“Operating-dif- 
ferential subsidy”; that it is the opinion of this Office that the enact- 
ment of legislation of this type should be preceded by a thorough 
consideration of (1) the present financial condition of ship operators, 
both subsidized and nonsubsidized, and (2) the present need for lib- 
eralizing the provisions of the Merchant Marine Act, 1936, as amend- 
ed; and that, as recommended in a letter of February 6, 1950, trans- 
mitting to the Speaker, House of Representatives, the General Ac- 
counting Office report on the audit of the United States Maritime 
Commission for the fiscal years ended June 30, 1948 and 1949 (p. ITI, 
H. Doc. No. 465, 81st Cong.), consideration should be given to the 
elimination from the law of tax deferments and tax exemptions, to 
be replaced, if necessary or desirable, with equivalent aid in the form 
of direct subsidy payments. 

What was said with respect to S. 241, in the letter of February 1, 
1951, appears equally applicable to H. R. 4729. 

Accordingly, while I do not recommend against the enactment of 
H. R. 4729, I urge that further consideration be given the matter in 
the light of the recommendations contained herein and those con- 
tained in an analysis of the bill, four copies of which are forwarded 
herewith. 

As requested, this letter is forwarded in quadruplicate. 

Sincerely yours, 
Frank L. Yarss, 
Acting Comptroller General of the United States. 
(19) 
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Anatysis OF H. R. 4729, E1guty-seconp CONGRESS 
CONSTRUCTION-DIFFERENTIAL SUBSIDY 


Sections 1, 2, and 4 of the bill (amending sees. 501 (a) and (c), 504, 
and 905 (a) of the Merchant Marine Act, 1936, as amended) are 
designed to extend the present authority for the granting of con- 
struction-differential subsidies to all vessels in foreign commerce 
without the present requirements that foreign competition be found 
to exist and that the vessels shall be for use on a service, route, or 
line determined by the Maritime Commission to be essential under 
section 211 of this act. The extension of subsidy aid applies not only 
to the construction of new vessels, but in exceptional cases, to recon- 
struction and reconditioning of old vessels under section 501 (c). 
No criteria for use in determining what constitutes exceptional cases 
is contained in the present law or in the proposed amendments. 


LIMITED LIABILITY ON PASSENGER VESSELS 


Sections 3 and 6 of the bill (amending secs. 503 and 509 of the 1936 
act, as amended) are designed to limit “the liability of the purchasers 
of: passenger vessels of not less than a given size, speed, passenger 
capacity, and cost. They provide that the balance due on a purchase 
contract of such a vessel delivered after enactment of the bill shall be 
secured only by a first preferred mortgage on the vessel and that the 
obligation of the purchaser in case of default in payment will be dis- 
charged by surrendering to the Government the vessel and all rights 
therein. If the Congress determines that this preferential treatment 
to purchasers of passenger vessels is required, no objection to its 
enactment will be interposed by this Office. It is believed, however, 
if the purpose of the legislation is to encourage the construction of 
vessels and not to offer additional benefits to purchasers who already 
have acquired or contracted to acquire vessels, that line 8 on page 3 
of the bill should be amended to read ‘‘Act, the contract for the 
reconversion, restoration or purchase of which is executed subsequent 
to the date of enactment,”’ and that line 16, on page 5, be amended 
to read “constructed under this section under a contract executed 
subsequent.”’ 

PRADE-IN OF OBSOLETE VESSELS 


Sections 5, 7, and 8 and a part of section 17 of the bill (amending 
secs. 507, 510 (a) and (d) of the 1936 act, as amended, and adding 
sec. 512 (g) thereto) are designed to liberalize provisions of the present 
act which deal with the trade-in of obsolete vessels. Section 5 of the 
bill extends the trade-in provisions of section 507 to vessels in the 
domestic trade; section 7 reduces the minimum age for obsolete vessels 
from 17 to 12 years; section 8 provides that the rate of reduction of 
allowance for a vessel to be turned in after use during the construction 
period of a new vessel shall be fixed in advance; and section 17 (g) 
requires that in the event a shipowner has amortized the cost of a 
vessel at the accelerated rate allowed and desires to trade the vessel 
in to the Government on a new vessel, the book value of the traded-in 
vessel computed on the basis of such accelerated amortization, rather 
than on a 20-year life, shall be considered as one of the factors in 
fixing the value, unless the owner returns to the Government any tax 
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benefits he may have obtamed by taking advantage of accelerated 
amortization. While it appears from the first paragraph ending on 
page 7 of Senate Report No. 1829, to accompany S. 2786, Fighty-first 
Congress, which, as amended, was identical with H. R. 4729, 
Eighty-second Congress, that this last mentioned provision was 
intended to apply to both section 507 and section 510 trade-ins, the 
language of section 17 (g) of the bill does not clearly so provide. It 
is suggested that this matter might be cured by amending line 20 on 
page 17 of the bill to read. “depreciated value of an inadequate or 
obsolete vessel in connection with,” and amending line 23 of the same 
page to read “section 507 or 510 (d): Provided, however, that if the 
taxpayer.’’ Line 1 of page 18 also should be amended to read “acquisi- 
tion by the Commission under sections 507 or 510, over and,” and 
line 4, page 18, to read “‘useful life, then depreciation for the purposes 
of section 507 or 510.” Under the act as now constituted vessels from 
10 to 17 years of age may be traded in under the less liberal provisions 
of section 507. One effect of the proposed amendments would be to 
make available with respect to all vessels 12 or more years of age the 
more liberal provisions of section 510. 


CONSTRUCTION RESERVE FUND 


Sections 9 through 16 of the bill (amending sees. 511 (b), (c), (d), 
(e), (zg), (h), and (i) of the 1936 act, as aden have as their pri- 
mary Object the extension to nonsubsidized operators of Federal tax 
deferment privileges with respect to earnings placed in construction 
reserve funds and subsequently used for the purchase of vessels. 
This would result in indirect subsidies, the cost of which is not de- 
terminable and which are not necessarily related to the needs of the 
beneficiaries. The bill as now constituted has ‘been so drawn as to 
prevent the conversion of ordinary income to capital gains which are 
taxable at a lower rate than ordinary income., It is noted, however, 
that while the primary purpose of the amendments to the act here 
under consideration is to promote new vessel construction, the con- 
struction fund is to be available for the liquidation of purchase money 
indebtedness on vessels previously acquired. The question natu- 
rally arises as to how this provision, which it is noted would apply 
among others to vessels purchased under the Merchant Ship Sales 
Act of 1946, will operate to encourage new construction. 


ACCELERATED DEPRECIATION 


Section 17 of the bill (adding a new sec. 512 to title V of the 1936 
act as amended) is designed to permit to a nonsubsidized operator 
in such annual amounts as he may deem appropriate accelerated 
amortization for Federal income and excess profits tax purposes so 
long as the accumulated depreciation does not exceed 10 percent per 
year. The owner would be required to increase his annual payments 
on his mortgage indebtedness to the United States. In case a vessel 
subject to section 802 of the act is requisitioned by the Government 
the accelerated amortization must be considered in determining com- 
pensation unless the tax benefits previously secured by the employ- 
ment of accelerated amortization rates are returned by the owner 
to the Government. It would appear that consideration should be 
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given to applying the same rules to other vessels requisitioned under 
the act. Provision is also made in the section to insure. that the 
deduction of amortization in excess of ordinary depreciation does not 
have the effect of converting ordinary income into capital gain in- 
come should the vessel be sold or otherwise disposed of. 


TITLE VI AMENDMENTS 


Sections 18, 19, and 20 (amending secs. 606, 607 (b) and (d) of the 
1936 act, as amended) are designed to permit the recomputation of 
the life expectancy of a reconstructed vessel being operated under an 
operating-differential subsidy agreement, and the recomputation of 
depreciation charges for the purpose of making deposits in the capital 
reserve fund, on the redetermined life expectancy and to permit the 
subsidized operator to increase deposits in the capital reserve fund on 
account of regular depreciation by additional deposits of not to exceed 
5 percent. 


SALARY LIMITATION OF SUBSIDIZED OPERATORS 


Section 21 of the bill (amending sec. 805 (c) of the 1936 act, as 
amended) is designed to permit the payment to directors, officers, and 
employees of operators under operating-differential subsidy agreements 
of salaries in excess of the present limitation of $25,000, but to retain 
the limitation for the purpose of determining the Government’s rights 
under contracts entered into under titles VI or VII of the act. 


CONFORMITY WITH REORGANIZATION PLAN NO. 21, 1950 


Section 22 of the bill (adding a new subsection to sec. 905 of the 
1936 act, as amended) is designed to conform the instant legislation 
to Reorganization Plan No. 21 of 1950, effective May 24, 1950. 


CAPITAL RESERVE FUNDS 


Although the proposed bill includes provisions to prevent the con- 
version to long term capital gains of ordinary income deposited in 
construction reserve beatin a possibility still exists that ordinary 
income deposited in capital reserve funds of subsidized operators may 
be converted to long term capital gains. It is suggested that con- 
sideration be given to the inclusion in the bill of appropriate language 
to prevent this possibility. 


PROVISIONS CONFERRING TAX BENEFITS 


All provisions of the bill which provide for additional tax benefits, 
including those authorizing accelerated depreciation, are subject to 
the objection that no estimate of the cost or burden on the Federal 
Treasury can now be made or in all likelihood ever will be known. 
The provisions possess all the evils that are inherent in disguised sub- 
sidies. So long as such legislative benefits are conferred, enlarged, and 
extended in scope no one will be in a position to say how much the 
establishment and maintenance of a merchant marine is costing the 
American taxpayer. 
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THe SECRETARY OF COMMERCE, 
Washington 25, August 10, 1941. 
Hon. Epwarp J. Hart, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. Hart: The views of the Department of Commerce and 
the Maritime Administration on the bill H. R. 4729, the so-called 
long-range shipping bill, have been requested. This bill is to amend 
the Merchant Marine Act, 1936, as amended, to further the develop- 
ment of the American merchant marine, and for other purposes. 

The Merchant Marine Act, 1936, has been amended heretofore in 
a number of instances but in no case to as extensive a degree as is 
contemplated in the proposed bill. 

In the light of subsequent developments, it appears that the act as 
drafted in 1935 and 1936 was based on a rather unimaginative belief 
that the ocean shipping situation would remain static and that 
general economic conditions would be substantially stable. The pro- 
visions of the act as to foreign competition on essential trade routes, 
as to the requirements of the capital-reserve fund, and as to tax 
benefits and replacement programs, all indicate this assumption of 
continued stability. 

Actually within 5 years of the passage of the act we were in 
World War II and have been experiencing a period of major inter- 
national economic-political turmoil since 1941. In the main, however, 
the 1936 act has served exceedingly well as a means of implementing 
at least to a degree the policy set forth in section 101 thereof and 
reaffirmed in section 2 of the Merchant Ship Sales Act of 1946. 

It is true that the benefits of the 1936 aet are substantial to one 
sector of the shipping industry and very small in others. The steam- 
ship lines established on foreign trade routes which have been approved 
as essential and to which operating-differential subsidy contracts 
have been awarded, are well protected and except for radically 
changed circumstances of some sort or the remote circumstance of 
serious mismanagement are reasonably assured of survival and 
moderate income for a period of years. 

The Government is in fact a partner in such operations and strongly 
inclined therefore to guard its interests by restricting the number of 
subsidized lines in any service following the policy established in 
title VI of the act. Actually today, of some 842 privately owned or 
privately operated passenger and dry-cargo ships under the American 
flag, only 248 are approved as eligible for operating-differential 
subsidy. Eligibility for construction-differential sapendy goes hand 
in hand in the law with operating-differential subsidy, i. e., it is limited 
to ships intended for service on particular essential taal trade routes. 


Section 1 


The intent of section 1 of the bill as introduced is to extend the 
eligibility for construction-differential subsidy under title V, Merchant 
Marine Act, 1936, to vessels to be used in foreign trade and commerce 
of the United States without regard to the existing requirements as 
to the essentiality of service, route, or line, to be served by the vessels. 
Under present circumstances of mobilization and the material controls 
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incident thereto, it appears highly improbable that any construction 
would develop out of this section in the near future. It is accordingly 
recommended that consideration of this section be deferred until the 
international and national economic situations have become more 
stable. 


Sections 2 and 4 


Sections 2 and 4 of the bill as introduced are supplementary to 
section 1 and enactment should accordingly be deferred until section 1 
is considered again. 

Section 3 


Section 3 presents a matter of very considerable importance to the 
Government and to the shipping lines which undertake the purchase 
and operation of large passenger vessels. The section provides that 
payments due under a purchase contract under section 503 would be 
seeured by a first mortgage on the vessel and the obligation of the 
purchaser would be discharged by surrender of the vessel and all 
rights therein to the Government. In view of the urgent need of 
passenger vessels and their value to the Government as troop ships, 
we recommend approval of such section, amended as hereinafter 
suggested. The considerations in support of this section are clearly 
set forth on page 9 of Senate Report No. 295, Eighty-second Congress, 
on the bill, S. 241, identical with H. R. 4729. 

In the light of present technological trends the minimum charac- 
teristics for vessels to be eligible under this provision should be in- 
creased so as to provide that the minimum ship to be eligible for the 
benefits of the nonrecourse provisions proposed should be not less 
than 10,000 gross tonnage and not less than 18 knots speed with 
accommodations for not less than 200 passengers and be approved by 
the Secretary of Defense. It should further be provided that the 
non-recourse-loan provision should be available only with the approval 
of the Federal Maritime Board. The limitation of construction cost 
of not less than $10,000,000 has already ceased to be of substantial 
significance and since the other limitations proposed would guard the 
section adequately, it is considered that this construction cost limit 
could well be deleted. Subject to the amendments proposed, it is 
recommended that this section be approved. 

Section 5 

Section 5 extends the provisions of section 507 of the act, providing 
for the purchase by the Commission, in its discretion, of a vessel to be 
replaced by a new vessel. Section 507 authorizes the Government to 
acquire vessels engaged in foreign trade which are obsolete or inade- 
quate in such trade. Section 5 would amend section 507 to authorize 
the acquisition of vessels engaged in domestic trade. This is believed 
to be a desirable addition in furthering the maintenance of a modern 
and efficient merchant marine in the over-all and it is recommended 
that it be approved. 

Section 6 


Section 6 of the bill would extend to passenger vessels to be built 
under section 509, with mortgage aid but without construction sub- 
sidy, benefits contemplated under section 3 for vessels built for foreign 
trade routes. Under present circumstances it appears improbable that 
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many applicants would attempt to take advantage of this extension of 
the nonrecourse provision. On the other hand, there appears no ob- 
jection to it on the basis of equal treatment and it is accordingly 
recommended for approval with the same amendments as in section 3 
relating to approval by the Federal Maritime Board. 


Section 7 


Section 7 stemmed from one of the recommendations of the Presi- 
dent’s Advisory Committee on the Merchant Marine to assure progres- 
sive replacement of the large block of war-built tonnage now in the 
American merchant marine and thereby to avoid what will in the 
not too distant future be an overwhelming block obsolescence in the 
dry-cargo fleet. As it stands, the section substitutes 12 years for 
17 years as the age limit in the definition of the term “‘obsolete vessel.” 
The objectives of the section will have been met by June 30, 1958. 
It should, therefore, be limited in operation to not later than that date. 

It is recommended that section 7 be amended by adding a provision 
to section 510 (a) (1) permitting until such date, the Government to 
acquire for an allowance under section 510 vessels 12 years old without 
regard to the present requirement of such vessels being ‘obsolete or 
inade quate for successful operation in the domestic or foreign trade 
of the United States.”’ 


Section 8 

Section 8 merely requires that the allowance rate for use of an 
obsolete vessel pending the availability of the new ship to be fixed 
for the entire period of such use be determined at the time of execu- 
tion of the contract for the new vessel, whereas the present language 


leaves the date of such determination open. It is desirable to fix 
this rate initially and the section should be approved. 


Sections 9 to 13 


Section 9 of the bill would revise section 511 (b) of the act so as 
to extend the availability of the construction reserve fund approved 
for nonsubsidized owners not only for the construction or acquisition 
of new vessels but for reconstruction and reconditioning of their 
vessels or for other purposes authorized. This section should be 
approved. 

Section 10 extends to nonsubsidized operators tax-deferred benefits 
for sums deposited in a construction reserve fund corresponding to 
those provided in section 607 (h) for subsidized operators. Section 
10 also places limits on the time within which earnings from opera- 
tions may be deposited in order to gain the tax benefits. This ques- 
tion is one of difficulty fraught with questions of over-all Adminis- 
tration policy and principles. 

The whole question of tax benefits to shipping has been the subject 
of extensive study by the Department of the Treasury and by the 
Maritime Administration. 

In view of the mobilization emergency and the uncertain and 
constantly shifting conditions in the shipping industry it would be 
dangerous to disrupt sharply the operation of the 1936 act. 

In view of those conditions, it would be most inadvisable to repeal 
any provisions of the act requiring deposits on the part of subsidized 
operators: or permitting voluntary deposits by either subsidized or 
unsubsidized operators. To do so would weaken the fundamental 
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strength of the 1936 act, which is to assure the availability of funds 
for the replacement and additions to subsidized operators’ fleets, to 
encourage such replacements and additions in the case of nonsubsidized 
operators, and to develop and maintain a modern merchant marine 
available for use in times of emergency and in periods of time when 
earnings are small or nonexistent. 

The President has advised that it appears desirable, as a matter of 
tax policy, to effect certain adjustments in the tax provisions of the 
Merchant Marine Act, 1936. Specifically, the President requests 
that there be transmitted for your consideration amendments to the 
bill H. R. 4729, which would have the following effects: 

(a) Granting full tax deferment benefits on required deposits in the 
capital reserve fund. 

(6) Granting deferment on the normal corporate tax for other de- 
posits of subsidized operators, without deferment of corporate sur- 
taxes or excess-profits taxes. 

(c) Permitting the construction reserve fund of nonsubsidized oper- 
ators to be extended to cover reconstruction and reconditioning of 
vessels, and éxtending by 1 year the period within which such funds 
must be committed, without broadening the tax benefits applicable 
to these funds. 

The attached draft of amendments to H. R. 4729 includes amend- 
ments to section 607 of the 1936 act designed to carry out these policies. 

We recommend approval of the amendments to section 511 which 
permit the use of construction reserve fund moneys, not only for 
construction or acquisition of new vessels as under existing law, but 
also for the reconstruction and reconditioning of vessels, and for the 
liquidation of purchase money indebtedness. 

The amendments to section 511 extending the time of required 
commitment of deposits to avoid the imposition of taxes at the estab- 
lished rate seem reasonable under the circumstances. The net effect 
would be to extend the present 2-year fixed original period to 3 
years, thus permitting an aggregate commitment period of 5 years, 
if the maritime agency exercises its discretion to approve an additional 
extension for periods not exceeding 2 vears in the aggregate. 

While present time limitations on the commitment of funds for new 
construction or reconstruction seem fairly liberal, experience has shown 
that unforeseen difficulties tend to postpone the new construction, and 
protection is afforded the Government by the requirement that funds 
not used or committed within the requirements of the section are 
taxable as of the time of withdrawal, thereby placing a considerable 
risk on the depositor in respect of increased, rather than decreased, 
tax rates. 

Section. 14 

The material covered in eens 14 of the bill as introdueed has 
already been enacted into law (see Public Law 50, 81st Cong., approved 
April 20, 1949). 


Section 15 
Section 15 is a technical amendment to recognize the fact that the 
capital-stock tax and the declared value excess-profits tax have been 


tepielled as with respect to taxable years ending after June 30, 1945, 
and that the 1.1 percent tax provided in or iginal section 511 (i) was 
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mpliedly repealed. This section recognizes this situation and clarifies 
the law. This seetion should be approved. 
Section 16 

Section 16 grants the privileges of section 511 of the act as to the 
establishment of construction reserve funds, etc., specifically to cover 
reconstruction and reconditioning or modernization of vessels for 
exclusive use on the Great Lakes, including the St. Lawrence River 
and Gulf, and provides such vessels shall be deemed to be new vessels 
in the meaning of the section. This is considered to be a desirable 
addition and should be approved. 


Section 17 


Section 17 of the bill would add a new section 512 to title V of the 
1936 act and would provide for ‘accelerated depreciation’”’ for the 
vessels of nonsubsidized operators for purposes of Federal income 
and excess profit taxes. In view of the provisions of the Internal 
Revenue Code, as amended, which permit the approval of accelerated 
depreciation on facilities essential to the defense mobilization of the 
country, the addition of this section to the Merchant Marine Act, 
1936, does not appear to be necessary at this time. 

Sections 18 and 20 


Sections 18 and 20 of the bill are amendments to sections 606 (5) 
and 607 (d) to bring them in conformity with the amendment to 
section 607 (b) proposed in section 19 discussed in the next paragraph. 
Section 19 

Section 19, clause (1), amends section 607 of the act to permit the 
recomputation of life expectancy of a reconstructed vessel in use under 
operating-subsidy contract for the purpose of determining the amount 
of annual depreciation to be deposited in the capital reserve fund on a 
reconstructed vessel. The act requires that the deposit be made on 
the original basis of 20-year life of the vessel and in the proposed 
amendment the depreciation charges would be adjusted for a re- 
determined life expectancy. It is recommended that thisamendment 
be approved subject to a proviso that the life expectancy shall be 
determined by joint action of the Federal Maritime Board and the 
Treasury Department. 

Section 19, clauses (2) and (3), of the bill includes a second amend- 
ment which, in effect, would grant subsidized operators the right to 
deposit accelerated depreciation as provided for nonsubsidized opera- 
tors under section 17 in construction reserve funds. In view of the 
comment on section 17, this amendment in section 19 is not considered 
necessary at the present time. 

Section 21 

Section 21 of the bill amends section 805 (c) of the 1936 act to 
permit payment of salaries by subsidized operators in excess of the 
present limitation of $25,000, with the proviso, however, that for 
the purposes of determining the Government’s rights under the 
subsidy contracts, the $25,000 limitation continues to apply. In view 
of the recognized increase of salary levels since the enactment of the 
1936 act, and more particularly since 1939, it seems that this amend- 
ment appears reasonable and not in violation of the original intent of 
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the section in question to prevent carelessly liberal expenditure of 
funds of a subsidized operator. 


Section 22 


Section 22 of the bill amends section 905 of the 1936 act and the 
proposed amendments in accord with Reorganization Plan No. 21 of 
1950, effective May 24, 1950, which abolished the United States Mari- 
time Commission and created the Federal Maritime Board and the 
Maritime Administration in the Department of Commerce. 

There is enclosed herewith a draft of amendments to the bill H. R. 
4729 in accordance with the above recommendations and the advice 
of the President with respect to tax modifications. This draft includes 
technical and clarifying amendments made necessary by the substan- 
tive amendments. 

For your information there is enclosed a copy of a letter from the 
Director, Bureau of the Budget, containing the advice of the President 
with respect to the bill S. 241, an identical bill, and the views of this 
Department thereon. 

Sincerely yours, 
Tuomas W. S. Davis, 
Acting Secretary of Commerce. 


AMENDMENTS Propossep to H, R. 4729 


Page 1, strike out lines 3 through 10. 

Page 2, strike out lines 1 through 22 and insert in lieu thereof: 
“That section 503 of the Merchant Marine Act, 1936, as amended, is 
amended by (1)’’. 

Page 3, line 8, strike out the words ‘‘the date of enactment of this 
amendatory Act” and insert ‘March 8, 1946’. 

Page 3, line 10, strike out “‘seven”’ and insert “‘ten’’. 

Page 3, line 11, strike out ‘‘sixteen’”’ and insert “eighteen’’. 

Page 3, line 13, strike out “(1V) has a total construction cost of not 
less than $10,000,000, and (V)”’ and insert in lieu thereof “‘and (IV)’’. 

Page 3, lines 14 and 15, strike out ‘Navy Department” and insert 
‘Secretary of Defense’. 

Page 3, line 15,1 strike out ‘shall’ and insert in lieu thereof “may, 
with the approval of the Commission,”’. 

Page 3, line 18, strike out the words ‘‘The sole resource”’ and insert 
in lieu thereof the following: “With the approval of the Commission, 
such first preferred mortgage may provide that the sole recourse’’. 

Page 4, strike out lines 12 through 19. 

Page 4, line 20, strike out ‘“‘Sec. 5” and insert in lieu thereof ‘Sec. 
9 

Page 4, line 23, strike out ‘‘Sec. 6” and insert in lieu thereof “Sec. 
3s: 

Page 5, line 20, strike out “shall” and insert in lieu thereof ‘“‘may 
with the approval of the Commission”’. 

Page 5, strike out lines 23 through 25 and insert in lieu thereof the 
following: 

“Sec. 4. Paragraph (1) of section 510 (a) of such Act is amended 
by inserting before the period at the end thereof a colon and the 
following: Provided, That until June 30, 1958, the term ‘obsolete 
vessel’ shall mean a vessel or vessels, each of which (A) is of not less 
than one thousand three hundred and fifty gross tons, (B) is not less 
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than twelve years old, and (C) is owned by a citizen or citizens of the 
United States and has been owned by such citizen or citizens for at 
least three years immediately prior to the date of acquisition here- 
under.” 

Page 6, line 1, strike out “Sec. 8” and insert ‘Sec. 5’’. 

Page 6, line 6, strike out ‘‘Sec. 9” and insert ‘‘Sec. 6’. 

Page 7, line.9, strike out “Sec. 10” and insert ‘‘Sec. 7”’. 

Page 7, line 10, strike out lines 10 to 16 and the part of line 16 pre- 
ceding the word ‘“‘by”’. 

Page 7, line 20, beginning with the word “‘except”’ strike out through 
line 25, and on page 8 strike out all of lines 1, 2, and 3 down to the 
period in line 3. 

Page 8, line 4, strike out ‘See. 11’’ and insert “Sec. 8’’. 

Page 8, line 16, strike out the comma and the words ‘earnings, or 
receipts’. 

Page 8, line 17, strike out the sentence beginning in line 17, and 
strike out all of lines 1 through 19 on page 9. 

Page 9, line 20, strike out all of section 12 beginning in line 20 and 
ending on page 10, line 4. 

Page 10, line 5, strike out “Sec. 13”’ and insert “Sec. 9” 

Page 10, line 24, strike out the parenthetical clause. 

Page 11, line 22, strike out all of lines 22, 23, and 24, and on page 
12 strike out lines 1 through 10. 

Page 12, line 11, strike out “(3)” and insert ‘‘(2)”’. 

Page 12, line 21, strike out the proviso beginning in line 21 through 
line 25, and on page 13 strike out all of lines 1 through 11. 

Page 13, line 12, strike out all of section 14. 

Page 13, line 17, strike out “Sec. 15” and insert “Sec. 10”’. 

Page 13, line 17, strike out ‘‘(1)’’, all of lines 18 and 19, and strike 
out “(2)” in line 20. 

Page 14, line 1, strike out “Sec. 16” and insert “Sec. 11’’. 

Page 14, lines 7 and 8, strike out the words ‘‘by an affirmative vote 
of not less than three members’’. 

Page 14, line 14, strike out all of section 17 through page 19, line 11. 

Page 19, line 12, strike out “Sec. 18’’ and insert ‘‘Sec. 12”’. 

Page 19, line 17, strike out ‘“‘Sec. 19’ and insert ‘See. 13’. 

Page 20, line 2, strike out “by the” and insert ‘jointly by the 
Secretary of the Treasury and the’’. 

Page 20, line 4, before the word “‘determined”’ insert the word ‘‘so’’. 

Page 20, line 4, insert a period after the word “‘determined”’, strike 
out the rest of the line and strike out all of lines 5 through 25 on page 
20, strike out all of page 21, and strike out lines 1 through 21 on 
page 22. 

Page 22, line 22, strike out ‘‘Sec. 20’ and insert ‘“‘Sec. 14”’. 

Page 23, line 1, strike out “Sec. 21’’ and insert “‘Sec. 15”’. 

Page 23, line 15, strike out ‘Sec. 22” and insert “Sec. 18’’. 


[TAX AMENDMENT TO BE ADDED] 


Page 23, insert between lines 14 and 15 new sections to read as 
follows: 

“Sec. 16. Section 607 (h) of such Act is amended, effective with 
respect to taxable years ending after July 31, 1951, to read as follows: 

“(h) The earnings or gains of any contractor receiving an operating- 
differential subsidy under authority of this Act, which are deposited 
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in the contractor’s reserve funds as provided in this section, shall be 
treated as follows for Federal tax purposes: 

“(1) Amounts required to be deposited as depreciation in the 
capital reserve fund shall be deductible in computing income subject 
to ine ome and excess profits taxes. 

‘““(2) The proceeds of any insurance or indemnities received by the 
contractor on account of the total loss of subsidized vessel and the 
proceeds of any sale or other disposition of a subsidized vessel, to the 
extent such proceeds represent gain, and earnings or gains on amounts 
deposited in the capital reserve fund (other than amounts transferred 
from the special reserve fund) shall not be recognized for income or 
excess profits tax purposes. 

“(3) Amounts deposited as depreciation in the capital reserve fund 
which exceed the depreciation which would be allowed under the 
Internal Revenue Code (assuming the life expectancy determined 
under section 607 (b)) and amounts described in paragraph (2) which 
are not recognized for tax purposes, shall not be recognized in the 
determination of the tax basis of any properiy in the ac quisition, 
construction, or reconstruction of which such amounts are expended 
or in the determination of equity capital or total assets for excess 
profits tax purposes. 

‘“‘(4) Earnings deposited in the capital reserve fund, other than the 
amounts described in paragraphs (1) and (2), and earnings deposited 
in the special reserve fund shall be treated as ‘partially tax deferred’. 
‘Partially tax deferred’ earnings shall not be recognized for purposes 
of the normal tax on corporations, but shall be recognized for purposes 
of the surtax and excess profits tax imposed upon corporations. 
‘Partially tax deferred’ amounts shall not include capital gains de- 
posited in the capital reserve fund or the special reserve fund. 

“(5) Amounts treated as ‘partially tax deferred’ under paragraph 
(4) shall be recognized in the determination of the tax basis of any 
property acquired, constructed, or reconstructed therewith and i 
the determination of equity capital or total assets for excess tax 
purposes as follows: 

“(A) So much of the ‘partially tax deferred’ deposit in any 
year as would be subject, but for paragraph (4), only to the normal 
tax shall not be recognized in determining basis or in determining 
equity capital or total assets for excess profits purposes, and 

“(B) The amount of the ‘partially tax deferred’ deposit in 
excess of the portion of the deposit described in the preceding 
subparagraph shall be recognized in the determination of basis 
and in the determination of equity capital or total assets for 
excess profits tax purposes in such proportion as the sum of the 
surtax and the excess profits tax attributable to such amount 
bears to the total tax which would have been imposed on such 
amount but for paragraph (4). 

If ‘partially tax deferred’ amounts are used to reduce indebtedness, 
proper adjustment shall be made in the basis of the property subject 
to the indebtedness. 

‘“(6) In computing the net income of the contractor for income and 
excess profits tax purposes 

“(A) The amount of operating-differential subsidy accrual 
payable to the contractor for any taxable year, including amounts 
withheld by the Commission, shall be included in the income of 
the contractor for such vear; 
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“(B) A deduction shall be allowed for the taxable year in the 
amount of subsidy reimbursement determined by the Commission 
to be chargeable to the contractor for such year; and 

“(C) Any amount previously withheld from subsidy payments 
to offset such reimbursement liability which is released and paid 
to the contractor shall be included in the income of the contractor 
in the year in which paid. 

(7) Earnings or gains on deposit in the reserve funds at the termi- 
nation of the contract, or withdrawn from the special reserve fund and 
paid into the contractor’s general funds (other than for reimbursement 
of operating losses as provided under section 607 (c)) or distributed as 
dividends or bonuses, shall be taxable as follows: 

(A) ‘Partially tax deferred’ amounts shall, in the year of 
termination or withdrawal, be subject to the amount of normal 
tax which would have been imposed but for this section in the 
vear in which such amounts were deposited, and 

“(B) Other earnings or gains shall, to the extent not taxable 
upon deposit in the funds, be taxable, in the vear of termination 
or withdrawal, under the tax rates and provisions applicable in 
the year of deposit. 

Amounts withdrawn from the special reserve fund and used to reim- 
burse the contractor’s general funds for operating losses under section 
607 (c) shall, to the extent such amount would not be recognized in 
the determination of tax basis under paragraph (5) or under the 
provisions of any closing agreement entered into between the con- 
tractor and the Bureau of Internal Revenue applicable with respect 
to deposits made prior to the first taxable year ending after July 31, 
1951, be included in income of the contractor in the year of withdrawal 
from the fund. 

‘‘(8) Amounts deposited in the capital or special reserve funds shall 
not constitute an accumulation of earnings or profits within the mean- 
ing of section 102 of the Internal Revenue Code. 

‘“*(9) In computing the net operating loss deduction of the contractor 
under section 122 of the Internal Revenue Code- 

‘(A) The gross income of the contractor for purposes of section 
122 (a) and the net income of the contractor for purposes of sec- 
tion 122 (b) and (c) shall include amounts treated as ‘partially 
tax deferred’ under paragraph (4) ; 

“(B) The normal-tax net income of the contractor for purposes 
of section 122 (c) shall be an amount equal to the surtax net 
income; and 

“(C) The net income of the contractor, for purposes of the 
computation under section 122 (ec), shall be increased by the 
amount of interest on obligations of the United States or its 
instrumentalities described in section 26 (a). 

(10) The excess profits credit of the contractor shall be deter- 
mined in accordance with the following provisions: 

“(A) The average base period net income of the contractor 
shall be computed by including in excess profits net income 
determined under section 433 (b) of the Internal Revenue Code 
for any taxable vear the amount of earnings (not including capital 
gains) deposited by the contractor in the reserve funds in such 
vear other than: 

“(j) Required deposits of depreciation; 
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“(ii) The amount of subsidy reimbursement determined 
by the Commission to be chargeable to the contractor for 
such year; and 

“(ii) Earnings on amounts deposited in the capital reserve 
fund (other than amounts transferred from the special 
reserve fund). 

“(B) The equity capital of the contractor for «purposes of 
section 437 (c) of the Internal Revenue Code and the total assets 
of the contractor for purposes of sections 435 (e) (3), 440 (b) 
and 442 (f) of the Internal Revenue Code shall be computed by 
determining, to the extent applicable, the adjusted basis of assets 
of the contractor in accordance with the provisions of paragraphs 
(3) and (5) or the provisions of any closing agreement entered 
into by the contractor and the Bureau of Internal Revenue 
applicable with respect to amounts deposited in the reserve 
funds prior to the first taxable year ending after July 31, 1951, 
and by attributing to amounts on deposit in the reserve funds 
the basis which would be attributed, under paragraphs (3) and 
(5) or under such closing agreement, to property acquired 
therewith. 

“(11) For the purposes of this section, amounts withdrawn from 
the reserve funds or expended in accordance with the purposes of such 
funds shall be considered to represent the deposits in such funds in 
the order of deposit.’’ 

Section 17. Section 607 (g) of such act is amended by adding at the 
end thereof the following new sentence: ‘If a voluntary deposit of 
earnings approved by the Commission under this subsection after 
December 31, 1950, results in an overpayment of Federal taxes for any 
year, interest shall not be allowed on such overpayment for any period 
prior to the date of approval of the deposit by the Commission.” 


EXxeEcuTIvVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BupGet, 
July 28, 1961. 
The honorable the SecreTARY oF COMMERCE, 

My Dear Mr. Secretary: Receipt is acknowledged of your letter 
of July 16, 1951, transmitting the views of the Department of Com- 
merce and the Maritime Administration on S. 241 which i is known as 
the long-range shipping bill, and which is entitled, “‘To amend the 
Merchant Marine Act of 1936, as amended, to further promote 
the development and maintenance of the American merchant marine, 
and for other purposes.” 

In accordance with instructions received at the time of presentation 
to the President of the report of the Treasury Department, entitled 
“Scope and Effect of Tax Benefits Provided the Maritime Industry,” 
your views have been communicated to the President and I have 
bean authorized by bim to advise you as follows: 

There is no objection to the transmittal to the Congress, for its 
deataentie of such report on S. 241 as you may deem appropriate. 
However, in the light of information set forth in the Treasury study 
and as a result of subsequent conferences thereon, it would appear 
desirable as a matter of tax policy to effect certain adjustments. in 


CBRE Ninndiameere” 2 


33 


the tax provisions of the Merchant Marine Act. Specifically, the 
President requests that there be transmitted to the Congress, for its 
consideration, as proposed amendments to S. 241, language which 
would have the following effects: 

(a) Granting full tax deferment benefits on required deposits in 
the capital reserve fund. 

(6) Granting deferment on the normal corporate tax for other 
deposits of subsidized operators, without deferment of corporate sur- 
taxes or excess-profits taxes. 

(c) Permitting the construction reserve fund of nonsubsidized op- 
erators to be extended to cover reconstruction and reconditioning of 
vessels, and extending by 1 year the period within which such 
funds must be committed, without broadening the tax benefits ap- 
plicable to these funds. 

Staff of this Bureau and of the Treasury Department would be 
glad to cooperate with you in the preparation of amendments designed 
to accomplish these purposes. 

2. With respect to the other provisions of S. 241, the President 
concurs in the positions taken and the recommendations made in 
your report. In particular, it seems wise to defer at this time, with- 
out prejudice, the extension of construction subsidies for vessels other 
than those to be used on essential trade routes, for the reasons set 
forth in your report. Similarly, it appears unnecessary for the 
reasons set forth in your report, to take action at this time on the 
accelerated depreciation provisions of section 17 and a portion of 
section 19 of the bill. 

Except as indicated above, the provisions of S. 241 are without 
objection and enactment of the measure, if amended in accordance 
with this letter, would be in accord with the program of the President. 

In view of the fact that S. 241 is now pending on the Senate calendar 
and early action on a companion bill may be desired by the House 
Committee on Merchant Marine and Fisheries, the President requests 
that your report, this statement of his views, and the text of suggested 
amendments, be transmitted to the appropriate committees at the 
earliest practicable time. 

There is enclosed for your information, a copy of a letter from the 
President transmitting to the Congress the report of the Secretary 
of the Treasury referred to above. 

Sincerely yours, 
F. J. Lawton, Director. 

Enclosure: Copy of President’s letter transmitting to Congress 
report of the Secretary of the Treasury. 
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